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TrendWaTch
Are American Depository Receipts
(ADRs) really a safe alternative to
buying individual foreign stocks?
ADRs are negotiable receipts represent
ing ownership of shares of a foreign
corporation that is traded in an American
securities market. They are traded by
American banks, but the shares are held
by the American banks’ foreign deposi
tory bank or agent. In 1991, over 4.6
billion ADRs traded on the NYSE,
AMEX and NASDAQ, a 20% increase
over last year. Investors praise ADRs as
an alternative to buying individual stocks
because they provide certain advantages
over owning individual foreign stock.
For example, ADRs trades are settled
within five business days in the U.S.
However, if you purchased foreign
stocks directly from foreign exchanges,
the number of days to settle varies from
market to market. In the United King
dom, all settlements are made once every
two weeks, while in Australia, it could
take up to six months to settle a trade.
Another plus is the negligible price
differential between the ADRs and
the underlying foreign stock on its
exchange. Despite these advantages,
investors may not be aware of the disad
vantages of owning ADRs. They include
(1) currency risk; (2) weak disclosure
requirements; and (3) potential liquidity
problems. Although ADRs are denomi
nated in U.S. dollars, they are influenced
by the foreign exchange rate of the dollar
to the foreign currency of the country's
stocks. Unlike registered U.S. stocks,
not all ADRs meet the information dis
closure requirements mandated by the
Continued on Page 2

From the
Chairman’s Corner

What’s Inside

By Stuart Kessler
Stuart Kessler, CPA/APFS, is Chairman of
the PFP Executive Committee.

It’s out on the streets! The exposure draft
of Statement on Responsibilities in Personal
Financial Planning Practice Basic PFP
Engagement Functions and Responsibilities
has been sent to PFP Division members and
other interested parties for comments. Now
that the April 15 tax rush has passed, I urge
you to take the time to read this important
document and submit your remarks. Every
suggestion received will be evaluated and,
when appropriate, changes will be made.
Basic PFP Engagement Functions and
Responsibilities marks a milestone in the
PFP Division by being the first statement
issued on responsibilities in PFP practice.
Developed by the Statements on Responsi
bilities in PFP Practice Subcommittee, a
group of practitioners like yourselves, and
approved by the PFP Executive Committee,
this Statement is designed to guide CPAs
who are engaged to perform personal finan-
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Financial Planning Legislative Activity
The level of investment advisers and
financial planning legislative activity stepped
up again as federal and state legislatures
reconvened for the 1992 legislative year. On
a federal level, the legislature is looking to
strengthen the supervisory powers of the
Securities and Exchange Commission (SEC)
over investment advisers. On the state level,
legislatures are busy at work considering
bills that, if passed, would broaden the defi
nition of investment advisers to include
financial planners.

AICPA PFP Division

Federal Legislative Activity
On Capitol Hill, Senator Christopher J.
Dodd (D-Conn.), Chairman of the Securities
Subcommittee of the Senate Banking,
Housing and Urban Affairs Committee,
introduced a bill containing measures to
strengthen the SEC’s supervision of nearly
17,100 registered investment advisers.
The bill is designed to raise additional
revenue by charging annual registration fees
Continued on Page 2
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Financial Planning Legislative Activity
Continuedfrom Page 1
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Securities and Exchange Commission.
Prices of ADRs tend to fall after the ini
tial sales hype is over. As an investor,
you need to weigh the pros and cons
before buying ADRs. Financial World,
April 14,1992, pp.78&81.

A. M. Best Company upgrades its
rating system beginning this June.
Best added six new grades to its current
rating list. The highest grade for financial
healthiness is A++, dropping its top
rating A+ to second place. To allow for
finer distinctions between strong insur
ers, Best added B++ and C++ to its B
(good) and C (fair) categories, creating
three levels within each category. Best
also eliminated its “contingent” ratings
which indicated that the insurance
carrier’s financial decline was not signif
icant to warrant a downgrade. In its
place, Best created three ratings: For
insurance carriers not meeting minimum
standards, a D rating; for carriers under
state control, an E rating; for carriers in
liquidation, an F rating. Best hopes that
these new ratings will enable interested
parties to evaluate insurance companies
more accurately and respond to any
significant changes more quickly.
Kiplinger's Personal Finance Magazine,
April 1992, p. 37.
How safe are rabbi trusts in today’s
recessionary economy? Rabbi trusts, a
very popular tool for securing executive
benefits, were developed in the 80s to
protect executive employees from man
agement’s change of heart in providing
benefits or actual change in management.
However, rabbi trusts do not protect
against the employer’s bankruptcy or
insolvency. Although assets used to fund
Continued on Page 4

based on assets managed by the investment
adviser instead of a one-time $150 fee.
The new fees could range from $300 to
$7,000. The additional revenue will be used
to hire more SEC examiners to more
frequently inspect investment advisers.
The bill also proposes to amend the Invest
ment Advisers Act of 1940 to prohibit
such advisers from making unsuitable
recommendations to clients.
The bill would require investment advis
ers with custody of clients’ funds or
securities, or with discretionary authority
over their clients’ investments, to obtain a
fidelity bond to protect their clients from
losses due to larceny or embezzlement.
The SEC would determine the amount.

State Legislative Activity
Arizona and Colorado may soon be join
ing the ranks of the 43 states that have
investment adviser and financial planner reg
ulation or registration requirements. Seven
states, including Arizona and Colorado, do
not have any financial planner or investment
adviser regulations. In Arizona, House Bill
2252 was introduced on February 5 and was
reported unfavorable on March 16. The bill
would require anyone who holds out as a
financial planner to register with the state
securities commissioner.
In Colorado, House Bill 1005, requiring
registration of financial planners, was intro
duced on January 8. Although the bill has a
“holding out” provision, it does contain an
exemption for CPAs who do not (1) accept
commissions; (2) give investment advice; or
(3) take possession of their clients’ funds.
The bill is now in the House Committee on
Appropriations.
While Arizona and Colorado are propos
ing to enact new investment adviser
regulations, several state legislatures are try
ing to amend their current investment

adviser regulations to include CPAs who
hold out as financial planners. In Maryland,
House Bill 1249 and Senate Bill 691 were
introduced on January 31. Both bills would
amend the state securities law by deleting
the accountant’s exemption and requiring
CPAs who hold out as financial planners to
register as investment advisers. However,
since the bill’s introduction, a great deal of
opposition has occurred and a compromise
agreement is expected.
In Missouri, the legislature has combined
House Bills 1024 and 1500. House Bill
1024, introduced on January 8, would
amend the state securities law by requiring
CPAs who hold out as financial planners to
register as investment advisers and to be
subject to licensing requirements. House
Bill 1500, introduced on January 23, would
require anyone holding out as a financial
planner and accepting commissions or con
tingency fees for investment advice or
product sales to register with the state secu
rities commissioner. Since most CPAs
holding out as financial planners do not
accept commissions or contingency fees,
they would be exempt under the bill.
In addition, California introduced AB
3159, a bill that would require CPAs who
hold out as financial planners to register and
to be regulated as investment advisers. The
bill is pending in the Assembly Banking
Committee.

Legislative Alert
If you are aware of financial planning
legislation affecting CPAs in your state,
contact your state society. State societies
have been effective in preventing the
enactment of legislation that otherwise
would have been detrimental to CPAs. For
further information, contact Sheri Bango in
the AICPA’s State Legislation Department
at (202) 737-6600. ♦
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PLANNER
Financial Planning—A Real Profession or an Old Hula-Hoop?
By Darrell Cain and
Michael Friedman
Darrell Cain, CPA, partner at Cain, Sim
mons & Watters PC. in Irving, Texas, and
Michael Friedman, partner at Cambridge
Advisors, McLean, Virginia, explain how
you can turn PFP into a profitable service.

Financial planning has been an elusive
market for most accounting firms. Just a few
years ago, many CPAs heralded financial
planning as the bright spot in their profes
sional practices. Enthusiastically, they
attended seminars, purchased software
packages and waited for clients to knock on
their doors. But clients were not breaking
down the doors demanding financial plan
ning. Now many of these same CPAs are
having second thoughts. They ask

■ How do we sell the service?
■ How do we price the engagement so that
we are not giving away our time?
■ How can we compete with brokerage or
financial planning firms that sell commis
sion products?

A few CPAs have answered these ques
tions and are now dismissing financial
planning as a passing fad. Others still see an
opportunity to make PFP a valuable and
profitable part of their practice. One firm
that has seen its way through the hazards
and pitfalls of providing financial planning
services is Cain, Simmons & Watters
(CSW) of Irving, Texas. Darrell Cain, CPA,
the firm’s founder, admits that his firm
stumbled its way toward success. He spent
the first three years and most of his working
capital just trying to stay in practice. Today,
this fee-only firm has 200 PFP clients and
monthly billings of over $80,000. You prob
ably wonder how he succeeded.
First, CSW developed a marketing plan.
The firm identified dentists and physicians
as its target market and enrolled them in
seminars. The firm charged participants for
attending the seminars and taught them
about financial planning. Following the
seminars, the participants had an opportu
nity to meet with Cain and his partners to
evaluate their personal situation and to set
up an appointment for further discussions.

Second, CSW delivered an innovative
and distinct service. Cain and his partners
engaged in a process with their clients that is
intensely personal and dynamic, resembling

“The key here is to get
clients to participate,
which is where CPAs
sometimes fail as
financial planners.”
more a counseling session than a tax plan
ning meeting. The key here is to get the
client to participate, which is where CPAs
sometimes fail as financial planners. CPAs
do not always get their clients sufficiently
involved. Clients do not need or want to
participate in compliance work. They think
that is the exclusive realm of the CPA.
CPAs must get their clients involved in
the process.
Third, CSW formalized the PFP process.

Because CPAs must provide their clients
individualized attention at a fair price, the
only solution is to standardize the planning
meetings. At CSW, this is feasible because
the counseling process is broken down into
modules or independent topics. Following a
four-hour overview in which the client
is made familiar with the process, the CSW
partner begins to analyze the client’s
personal finances. By the end of the day, a
list of action items has been developed for
the client to complete before returning for
his next meeting, usually one to two months
later.
Two additional day-long meetings
follow a similar routine, covering modules
such as break-even analysis, debt restruc
turing, pension planning, estate planning,
and investment and insurance analysis.
Within a month after the last session, the
client receives a written plan summarizing
the work done and conclusions reached.
CSW charges $7,500 for this compre
hensive plan, which usually takes forty to
fifty hours of professional and staff time.
CSW also offers their clients a one-day
Continued on Page 7

CominG to YOUR State CPA SociEty

How to Build a Million-Dollar Financial Counseling Practice
If you want to learn more about
improving the profitability of your PFP
practice or if you have just started a PFP
practice and want to learn how to market
PFP services, then you should take
the CPE course How to Build a MillionDollar Financial Counseling Practice
available through your state CPA society.
This course is designed to help you
increase the volume and profitability of
your PFP practice. The course is based
on the same information and techniques
that Darrell Cain used to build his firm’s
PFP practice as described in “Financial
Planning—A Real Profession or an Old
Hula-Hoop?”
The course will cover (1) developing a
five-step marketing plan, a blueprint for
expanding your client base; (2) introducing
PFP services to your clients in a unique
manner that will distinguish yourself from
your competition; and (3) implementing
marketing strategies.

AICPA PFP Division

Darrell Cain and Michael Friedman,
who jointly wrote this course, will be con
ducting it at various participating state
societies. Many PFP Division members
already have had the opportunity of hear
ing Friedman speak on marketing PFP
services at the past two PFP Techni
cal Conferences. The participants gave
him high ratings for his knowledge of the
subject matter and presentation skills.
Similarly, Cain spoke at last year’s
PFP Technical Conference and was
highly rated. Both authors have extensive
experience and expertise to share.
If you are interested in obtaining more
information about the course content, call
Michael Friedman at 1-800-462-5290. If
you are interested in enrolling in this course,
call the AICPA CPE Course Information
Hotline at 1-800-242-7269 [in New York
State: 212-575-5696] to obtain a listing of
state societies offering this course and any
additional information about the course. ♦
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PLANNER
Stock Market: Election Year Timing
Continuedfrom Page 2

the trust are transferred to an independent
trustee, the assets can be recovered by the
employer’s creditors in the event of an
insolvency or bankruptcy. With an
increasing number of companies having
financial difficulties or going bankrupt,
CPAs can advise their clients of other
alternatives to a rabbi trust that will pro
tect their nonqualified retirement benefits.
These alternatives include split-dollar life
insurance and annuity purchases. In the
split-dollar life insurance approach, the
employer provides the client with a split
dollar life insurance which the client
owns during his or her employment in
lieu of traditional nonqualified benefits.
The client can accumulate benefits
equivalent to those received from a non
qualified plan and at the same time
protect the benefits through ownership of
the policy. In the annuity purchases
approach, the employer purchases an
individual annuity designed to provide an
after-tax benefit equivalent to the benefit
that the employee would have received
from a supplemental nonqualified plan.
Then the employer transfers ownership of
the annuity to the employee in exchange
for a release from the obligations that
would be payable under the nonqualified
plan. As a result, the employee’s benefits
are secured because they are guaranteed
by the insurance company. Best’s
Review: Life/Health Insurance, Decem
ber, 1992, pp. 83-84 & 103.

By Stanley A. Chadsey
Stanley A. Chadsey, CPA, CFP, founder of
Capital Planning Associates in New York
City, examines the rationale of stock market
investment during an election year.

Once again we are hearing the quadren
nial axiom: The stock market always goes
up during election years. The implication is
that the smart investor will shift resources to
the stock market during an election year in
expectation of higher returns. The reasoning
is that the incumbent President of the United
States will take extraordinary measures to
improve prospects for the economy in an
election year so that happy voters will return
him and his party to office. This axiom is yet
another “system” to beat the stock market,
to time one’s investment for maximum
gains. But, does the evidence support the
axiom that the stock market rises with elec
tion year fever?

Checking the Record
Let’s take a brief look at annual returns
(dividends plus appreciation or less capital

depreciation) of the market for the 64-year
period from 1927-1990. See Table I.
Table I is divided across the top into four
categories: the year before an election year
(E-l), the presidential election year (E), and
the first and second years after the election

“When in doubt, go back
to basic principles”
(E+l) and (E+2). The numbers following
the year in each column represent total
return for the Standard & Poor’s 500 stocks.
At first glance, the numbers might appear
to make a favorable case for this axiom. The
arithmetic average of annual returns for the
64-year period is a 12.1% gain. E-l andE
provide above-average returns at 17.8% and
14.8%, respectively. At least the election
years generally have a higher-than-average
annual return.
During election years, are the gains even
higher if the incumbent party wins? Let’s
take a look. See Table II.

Table I

Average Annual Total Returns 1927--1990 (Percent)
1 Year Before the
Election (E - 1)

1927

Year of the Election (E)

Year Following the
Election (E + 1)

2 Years Following the
Election (E + 2)

37.49
-43.34

1928

43.61

1929

-8.42

1930

-24.90

1932

-8.19

1933

53.99

1934

-1.44

1936

33.92

1938

The state income taxman cometh after
retirees. Some retirees will be surprised

1940

-9.78

1937
1941

-35.03

1939

47.67
-0.41

1942

31.12
20.34

1943

25.90

1944

19.75

1945

-11.59
36.44

1946

-8.07

to find a letter from the state in which
they used to live asking for income taxes
on their taxable retirement income result
ing from plans in which they or their
employers contributed to and received
tax credits during their working years
in that state. These states believe they are
still owed taxes on retirement income
resulting from those contributions.
Although legal, a bill was introduced
into Congress prohibiting state taxation
of such pensions, but President Bush
vetoed it. Coopers & Lybrand Executive
Briefing, April 1992, pp. 11-12.♦

1947

5.71

1948

5.50

1949

18.79

1950

1951

24.02

1952

18.37

1953

-0.99

1954

31.71
52.62

1955

31.56

1956

-10.78

11.96

1961

26.89

1958
1962

43.36
-8.73

1963
1967

22.80

1960
1964

6.56
0.47

1957

1959

23.98

1968

1971

14.31

1972

1975

37.20
18.44

1976

1979
1983

1987

4

1931

1935

Average

16.48
11.06

1965

12.45

1966

-10.06

1969

1970
1974

-26.47

1978

6.56

1982

21.41

1986
1990

-3.17

18.98
23.84

1973

-8.50
-14.66

1977

-7.18

32.42

22.51

1980
1984

6.27

1981
1985

-4.91
32.16

5.23

1988

16.81

1989

31.49

17.81

14.75

64-year Average: 12.1%

AICPA PFP Division

6.88

4.01

18.47
9.17
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The axiom does not
offer reliable results.
If the incumbent party wins, are the returns higher?
Furthermore,
even though the
annual returns for
E-l
E
E+ l
E+2
the 32 E+l and E+2
years were below
No change in party
21.3
15.8
7.2
5.1
average, the average
return for both peri
ods exceeded 6⅟2%
Change in party
12.0
13.0
12.4
9.8
or a full percentage
point better than
the average return on
Apparently, the incumbent party winning
bonds during the period 1927-1990.
the election generally corresponds to much
Finally, the investor who shunned the
higher than average returns in the stock mar
stock market during E+l and E+2 years
ket during E-1 years than if there is a change
completely missed out on at least a dozen of
in parties. Perhaps the anticipation of no
the major short-term gains in market history
change sends a signal of stability and
or avoided 16 time periods when the market
optimism prior to the election that then is
average declined. This axiom cannot predict
reflected in market performance.
what the investor may either lose or avoid in
Does the party affiliation make a differ
staying away from the market during a post
ence? If returns are averaged for those years
election year.
in which Republicans won and those in
which Democrats won (each party won
Back to Basics
eight elections), what are the results? Again
The system of investing in stocks more
the hypothesis seems to hold true. When
aggressively in election years is just another
the Republicans won, on the average both
form of market timing or, as it is currently
E-l and E years have shown higher-thancalled, “dynamic asset allocation” or “active
average returns. Yet, if the Democrats won,
asset allocation.” Market timing is just
on the average only the year before the elec
tion (E) seems to show on average higher
returns than the long-run average.
Table II

Analysis
The investor who accepts the data in
Table I as conclusive might choose to buy
stocks aggressively in E-l and E years —
especially high beta stocks, using margins or
options to increase the potential amount of
gains — and shun stocks during the other
two years of the cycle, when there are as
many annual periods of decline as years in
which the average registered gains.
Unfortunately, investors might just as
well better their chances by closing their
eyes and rolling the dice, as this method of
market timing rests more on chance than on
predictable experience for any particular
year. The averages reported in the Table I
are merely long-term averages. In five of the
E-l years and seven of the E years, the mar
ket underperformed the long-run average
annual return for the 64-year period. In
two of the E years, there were losses.

another form of technical analysis, which
so far has been proven incapable of offer
ing extraordinary returns sufficient to
cover added transaction costs and taxes.
Active trading strategies may be profitable
for commission brokers but not necessarily
for investors.
When in doubt, go back to basic princi
ples. If your strategy is to allocate a certain
portion of assets in your portfolio to stocks,
stay in the market for the long term, rather
than timing investments according to the
election calendar. There are no shortcuts
here: The fundamentals of successful invest
ing are not superseded by election year
politics, no matter who wins. You cannot
outguess an efficient market with a simplis
tic timing formula.
Linking investment in common stocks to
the election year cycle is more akin to bet
ting on a lucky horse than to rational
financial planning. Like psychic readings,
the supposed connections may be fun to talk
about, but they offer no guidance to plan
ning investments.
From my perspective, the best system for
planning still involves the evaluation of your
client’s risk tolerance, time horizon and tax
situation, along with diversification among
as well as within asset categories. ♦

PFP Division Opens Membership to Non-CPAs
Affiliated with Accounting Firms
Now non-CPAs employed by CPA firms
can enjoy the same technical information
and PFP Division membership benefits
as their CPA colleagues. Recognizing the
multidisciplinary nature of many CPA firms
and non-CPA roles in those firms, the
AICPA governing Council voted to allow
non-CPAs to join the Institute’s voluntary
membership sections, such as the PFP Divi
sion. The proposal was also ratified by the
PFP Executive Committee.
Non-CPAs can join the division as sec
tion associates and enjoy the same technical
information and service benefits as section
members, but they will not have any voting
privileges. To be a section associate, a
non-CPA must be sponsored by a partner
who is an AICPA member, meet continuing
professional education requirements, and

AICPA PFP Division

abide by the AICPA Code of Professional
Conduct.
Both non-CPAs and AICPA members
will benefit from this new professional
relationship. Non-CPAs will have an oppor
tunity to share their knowledge and skills
with section members in various divisional
activities, such as committee service and
technical conferences. Also, the AICPA will
be able to communicate directly with nonCPAs on various professional issues.
If you know any colleagues who
are interested in or do personal financial
planning but are not CPAs, suggest that they
join the PFP Division. For an applica
tion or additional information about
being a sectional associate, have them call
1-800-966-PFP9. They will thank you
for the suggestion. ♦
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PLANNER
Developing Your Own Insurance Company Selection Procedures
By Deena B. Katz and Mark A. Mershon
Deena B. Katz, CFP, President of Evensky
& Brown, fee-only financial advisers,
in Coral Gables, Florida, and Mark A.
Mershon, CFP, CLU, ChFC, President
of Mershon & Katz, a firm specializing in
PFP seminars, in Coral Gables, Florida,
discuss how CPAs can develop their own
insurance company selection policy.

With the failure of Executive Life,
Mutual Benefit Life of New Jersey, First
Capital of California, and Monarch Life of
Massachusetts last year, more clients are
asking for advice about their insurance car
rier’s solvency affecting policies they own
or the policies they are considering for pur
chase. Helping clients make decisions on
these matters is a natural function of your
role as a professional adviser. But develop
ing informative insurance carrier selection
guidelines to assist you in decision making
can be a mammoth undertaking.
Ultimately, each adviser must establish a
personal system for accepting or rejecting
insurance carriers that will be recommended
to clients. There are three approaches to con
sider. The first is to rely on the ratings of
independent rating authorities: A.M. Best
Company, Standard & Poor’s Corporation,
Moody’s Investors Service, and Duff &
Phelps, Inc. The second approach uses rating
systems based on ratio analysis performed
by publications, such as USA Today and
Financial World. The third approach is to
perform independent due diligence.
In the past, many advisers simply used the
A.M. Best Company (A.M. Best) rating, set
ting the standard at A or A+, or both, for 10
consecutive years. Others have carried it one
step further and required that the insurance
carrier also be licensed in New York State.
A.M. Best, having missed the mark on Exec
utive Life, undermined this rather simplistic
approach. Because of the Executive Life
debacle, many advisers began focusing on a
company’s junk bond position.
The next catastrophe — Virginia Insur
ance Commissioner’s taking control of
Fidelity Bankers — was closely followed by
New Jersey’s takeover of Mutual Benefit.

6

These actions clearly demonstrated a signif
icant new threat to insureds’ peace of mind;
namely, “the run-on-the-bank” failure (see
page 1 of the October/November 1991 issue
of the Planner). Insurance Commissioners
and policyholders were concerned about
insurance carriers’ ability to pay claims or
make annuity payments.
As a result of these events, numerous
new selection criteria have been proposed.
For example, Financial World, October 1,
1991, developed a rating schedule based on
three major areas of concern: asset quality,
15 BUYER BEWARE

Insurance Carrier
Screening Process
The following selection screen,
developed for our firm, can be useful for
designing your own screening process.
Our specific criteria can be adjusted to
conform to your unique philosophy.

1. Insurance companies must have an
A.M. Best A+ rating for the current
year as well as the past 10 years.
2. The companies must have at least
an AAA rating from either Duff
& Phleps, Moody’s, or Standard &
Poor’s, or an AA rating from two of
these three rating services.

3. The companies cannot have a rating
below AA from any of the four major
rating services (we do not include
Weiss).

4. Companies must have surplus in
excess of 5% and less than 200% of
surplus in problem assets.
5. All companies passing the above
screen will be checked against addi
tional credible independent rating
analyses, such as Financial World,
USA Today, or Belth’s Insurance
Forum.

AICPA PFP Division

leverage and profitability. In a three-part
series, dated October 7-8, 1991, USA Today

“Developing informative
insurance carrier
selection guidelines
to assist you
in decision making
can be a mammoth
undertaking....
Ultimately, each adviser
must establish a
personal system for
accepting or rejecting
insurance carriers.”
provided selection criteria based on liquidity
and specific financial ratios in relation
to industry averages.
Joseph Belth, editor of Insurance Forum,
recommended a four-part process of screen
ing the rating companies (see the July 1991
issue of Stanger’s Investment Advisor). His
screening process involves (1) an A+ rating
from A.M. Best; (2) a rating in the top three
categories from Duff & Phelps, Moody’s,
and Standard & Poor’s; (3) a rating not
below AA- from Duff & Phelps and Stan
dard & Poor’s, or below Aa-3 from
Moody’s; and (4) Standard & Poor’s quali
fied solvency rating.
Many discrepancies occur when compar
ing these independent rating guidelines, as
was apparent when Financial World, in its
October 1 issue last year, ranked the top
42 U.S.-based life and health insurance
companies and then compared the outcome
against the four rating services. For example,
American Family Life Assurance of Colum
bus of Georgia, number 2 by Financial
World’s standards, was given only an A
rating by A.M. Best and was not rated by
the other services. Minnesota Mutual Life
Insurance, on the other hand, was ranked 38
by Financial World but was rated A+ by
A.M. Best, AA+ by Standard & Poor’s, AA1

PLAN NKR

Insurance Carrier Rating Sources
A.M. Best Company
Ambest Road
Oldwick, NJ 08858
(201)439-2200

Standard & Poor’s Corporation
25 Broadway
New York, NY 10004
(212)208-8000

Duff & Phelps, Inc.
55 East Monroe Street
Chicago, IL 60603
(312)263-2610

The Insurance Forum/Joseph M. Belth
P.O. Box 245
Ellettsville, IN 47429
(812) 876-6502

Moody’s Investor Services
99 Church Street
New York, NY 10007
(212)553-0300

IRIS Ratio Reports
National Association of
Insurance Commissioners
1125 Grand Avenue
Kansas City, MO 64105
(816)842-3600

by Moody’s, and met Professor Beith’s
soundness test. Metropolitan Life ranked 32
in Financial World, yet it received the high
est rating by all four major services and
passed Belth’s soundness test.
As a result of these discrepancies and
insurance carriers’ insolvency problems, all
the major rating services are in the process
of revising their rating criteria and incorpo
rating the new “run-on-the-bank” risk. In

fact, Standard & Poor’s has issued a totally
new rating system based on its evaluation
of solvency.
If practical, the independent company
due diligence will provide the greatest assur
ance of insurance company performance.
The due diligence process should include at
a minimum the following areas:
1. The company overview
2. Growth trends

3. Capital and surplus review
4. Investment portfolio analysis by
category and allocation
5. Bond distribution by duration and quality
6. Mortgage holding analysis
7. Real estate holdings analysis
8. Policy loan analysis
9. Portfolio yields
10. Other miscellaneous factors such as
expenses, mortality, lapse ratios, distri
bution systems, etc.
Unfortunately, for most CPAs, this is a
time-consuming approach. They would
need a substantial reference library of cur
rent insurance financial statements, as well
as a fair understanding of the accounting
process of the insurance industry. Due dili
gence of insurance companies would have
to be updated frequently to allow for
changes in the industry. As a result, it might
be advisable to use an approach that com
bines the other two alternatives (see sidebar
on page 6).
If a company passes the rating screen, the
CPA should keep in mind that all acceptable
companies do not provide acceptable poli
cies. If you advise clients about policy
selection, you should also develop a policy
selection screen and use a similar screening
process. ♦

Financial Planning—A Real Profession or an Old Hula-Hoop?
Continuedfrom Page 3

counseling session that costs $3,750.
Fourth, CSW did not shy away from giv
ing investment advice to their clients
because they demanded it. Some CPAs take
a hands-on approach and provide invest
ment planning services. Other CPAs,
however, are less active in investment plan
ning and refer their clients to a money
manager or stock broker for investment
advice. It is important that CPAs explain
their role in the investment planning process
to their clients. CSW decided to register as
investment advisers and to provide its
clients with the services of an independent
money manager. The firm found that this
arrangement was often more economical for
its clients than using a “no-load” mutual
fund. At the same time, it allowed CSW to
maintain client control, adhere to its fee-

only philosophy, and charge an annual mon
itoring fee of $3,000.
Last, CSW enthusiastically promoted
PFP services. Your clients may not know or
remember that you offer them. Therefore, it
is important to keep talking to them about
your PFP services and ask them for their
business.

Keys to Success
In summary, Cain attributes his success
to five factors:
■ Developing and adhering to a marketing
plan.
■ Delivering an innovative and distinct
service.
■ . Formalizing the PFP process through

AICPA PFP Division

standardized planning meetings.
■ Offering investment advisory services.
■ Selling PFP services constantly and
enthusiastically.

The PFP market is shaking out quickly.
CPAs do not have the luxury of waiting
while stock brokers, insurance agents, and
bankers move aggressively to offer financial
planning services. These competitors do not
assess the financial planning market as an
“old hula-hoop.”
CPAs are committing large resources
to capture the PFP market. As fee-only pro
fessionals with a reputation for integrity,
CPAs occupy a unique niche in this market
place. PFP can be a winner when you
market your services. ♦
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The XIV World Congress of Accountants
The national economic barriers are
falling down in Western Europe while
new economic markets are being estab
lished in Eastern Europe and Asia. Whether
you are a small or a multinational
accounting firm, you and your clients will
be affected by globalization. Are you
prepared to help your clients and their
business in an emerging global economy?
If not, then attending the XIV World
Congress of Accountants (WCA) meeting
is one way to prepare. The meeting will
be held in Washington, D.C. on October
11-14,1992. The meeting’s theme is “The
Accountant’s Role in a Global Economy.”
The 18 plenary and concurrent sessions
are designed to provide information on

the latest developments in improving
qualifications of professionals, regulation
of markets, auditing issues, accountability
of governments, and escalating cost of
legal liability. You will have an opportu
nity to network with participants and hear
speakers from around the world.
The last time the WCA met in the
United States was thirty years ago, in New
York. Do not miss the opportunity to attend
this meeting. You will come back with ideas
that will help both your clients and your
practice. For additional information, write
or call Meetings & Travel Services Division,
AICPA, 1211 Avenue of the Americas, New
York, New York 10036-8775, (212)
575-6451; or fax to (212) 575-5344. ♦

Check Your Mailbox!

From the
Chairman’s Corner
Continuedfrom Page 1

cial planning services. The statement
defines the scope of a PFP engagement,
highlights professional standards and
published guidance that apply to a PFP
engagement, and describes the CPA’s
responsibilities in performing a PFP
engagement. Although the Statement is
nonauthoritative, it does illustrate what is
deemed to be good practice. At the same
time, this Statement will not put additional
burden on you. Most likely, you will find
that you already follow most of the recom
mendations.
The PFP Executive Committee wants to
hear what you have to say. Send your com
ments by May 31, 1992 to AICPA, Phyllis
Bernstein, Director, PFP Division, 1211
Avenue of the Americas, New York, NY
10036-8775. ♦

Look for the special APFS issue of the Planner in your mail soon.
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